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SUBJECT: Teachers' Unreinbursed Qualifying C assroom Educati onal Expenses Deducti on

SUMVARY

Under the Personal Income Tax Law (PITL), this bill would allow a 100% deducti on
of up to $500 for unreinbursed qualifying classroom educational expenses paid or
incurred by a qualified teacher.

This analysis will not address the bill’s provision regarding school funding as
it does not inpact the department’s prograns and operations.

EFFECTI VE DATE

This bill specifies that it would apply to taxable years beginning on or after
January 1, 2000, and before January 1, 2005.

LEG SLATI VE HI STORY

SB 1438 (Rai ney - 2000) would allow a 100%credit for up to $200 of qualifying
educati onal expenses paid or incurred by a parent or a teacher at a qualifying
educational institution.

ABX 13 (Runner - 1999) would have all owed a deduction for 100% for costs paid or
incurred by a teacher for classroom supplies used in teaching grades K-12 at any
school in this state. This bill was held at the Assenbly Desk.

AB 1358 (Pringle - 1997/1998) would have allowed a credit equal to 100% of the
anount of any contribution by a taxpayer to a public school. This bill failed to
pass out of the first house by January 31 of the second year of the session.

AB 336 (MIller - 1997) would have allowed a credit for qualifying classroom
educati onal expenses, not to exceed $500, that are paid or incurred by a
qualified teacher at a qualifying educational institution. This bill failed
passage i n Assenbly Appropriations.

SPECI FI C FI NDI NGS

Current federal and state tax laws allow individuals to deduct unreinbursed
expenses for materials donated directly to a school or school district as a
charitable contribution, but only if the contributor retains no control over how
the materials are used.

Board Position: Department Director Date
S NA — NP
SA [e) NAR Alan Hunter for GHG 3/17/00
N OUA X PENDING

C:WINDOWS\TEMP\SB 1752 02-23-2000 BAOF. DOC
LSB TEMPLATE (rev. 6-98) 03/23/00 5:21 PM



Senate Bill 1752 (Poochi gi an)
I ntroduced February 23, 2000
Page 2

In addition, enployees (including teachers) may claima mscellaneous item zed
deduction for ordinary and necessary enpl oyee busi ness expenses to the extent
that the aggregate of these deductions exceeds 2% of their adjusted gross incone
(AG). However, expenses paid by teachers in purchasing instructional materials
and supplies for use in their own classes generally do not qualify for the
deducti on since, under case |law, they are not considered “ordi nary and

necessary.” This bill would allow a deduction of up to $500 for instructiona
mat erial s purchased by a qualified teacher and used at a qualified educationa
institution located in California. The deduction allowed under this bill would

be considered a m scell aneous item zed deducti on and deductible only to the
extent that it exceeds 2% of the taxpayer’'s AG.

This bill defines:

"qual i fying cl assroom educati onal expenses" as the costs paid or incurred by a
qualified teacher for instructional materials that do not violate any provision
of the Education Code or any rule of the governing school board; are the
property of the qualifying educational institution at which they are used by
the qualified teacher for teaching any subject legally and conmonly taught, as
certified by the educational institution's chief adm nistrator; and are not
purchased for the personal use of a qualified teacher.

"qualified teacher” as a credentialed, full-tinme teacher working as a cl assroom
instructor for the majority of his or her working hours in a qualified
educational institution.

"qual i fying educational institution"” as any public el ementary, secondary, or
vocati onal -technical school in California operated by state or |ocal governnent
entities providing education for grades kindergarten to 12, or any part

t her eof .

This bill would require the FTB to develop certification formto be used by the
school chief administrator in certifying the expenses.

Pol i cy Consi derations

To the extent this bill authorizes a deduction not all owed under current

| aw, this deduction would add an additional difference between California
and federal incone tax |aw, thus increasing the conplexity of filing tax
returns. The state/federal difference is usually addressed by a credit,
which is nore beneficial to the taxpayer.

Taxpayers may not benefit fromthis deduction if they are limted by the 2%
of AG test.

| npl erent ati on Consi derati ons

This bill allows a deduction for costs paid or incurred for "instructiona
materials,” but does not define this term Anbiguity concerning whether the
purchase of a particular itemis deductible could | ead to disputes between
t he departnent and taxpayers.
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FI SCAL | MPACT

Departnental Costs

It is anticipated that this bill would not substantially inpact the
departnent's costs.

Tax Revenue Esti mate

Revenue | osses fromthis bill are estimted to be rather m nor:

Esti mat ed Revenue | npact of SB 1752
Taxabl e Years Begi nning After 12/31/1999 and
Enact nent Assuned After 6/30/2000
(In $M 1 1lions)

Fi scal Years 2000/ 2001 2001/ 2002 2002/ 2003
Revenue | npact M nor * M nor * M nor *
( Rounded)

*M nor neans | osses on the order of $500, 000.

Any possible changes in enploynent, personal inconme, or gross state product
that mght result fromthis provision are not taken into account.

Tax Revenue Di scussi on

Revenue | osses woul d depend on the amount of qualifying classroom expenses
above the 2% of adjusted gross incone threshold and the margi nal tax rates of
cl ai mant s.

According to the California Departnent of Education, the nunber of full-tine
credenti al ed teachers for grades K-12 was nearly 249,000 in California public
school s during the school year 1998/99 and an additional 25,000 teachers were
estimated for vocational -technical schools. The nunber of teachers was
expanded 2% annually to project full-time teachers in 2000 and subsequent
years.

Under current |aw, teachers may deduct certain unreinbursed expenses as

m scel | aneous deductions (subject to a 2% of AG limtation) by item zing
their deductions. Wile specific tax return data is not available to nmeasure
this inpact, it is nost likely rather mnor.

Based on departnmental data for tax year 1996, around 49% of all taxpayers
filing taxable returns with incones between $20, 000 - $90,000 AG (used as a
proxy for teachers) clained itenm zed deducti ons.

If, under this bill, 15% of qualified teachers (item zing deductions with the
m scel | aneous deductions) woul d i ncur eligible unrei nbursed expenses of $350
on average per teacher per year, the revenue | osses would be mnor (on the
order of $500, 000 annual ly) by applying a 7% average marginal tax rate. This
assunes that the $350 woul d exceed the 2% AG limtation, which is net by

ot her busi ness expenses.
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Whet her taxpayer can take advantage of this proposed deducti on depends on a
conbi nati on of factors, i.e., A@'s, incones, total expenses subject to the 2%
of A limtation (existing plus this proposed deduction), and whether they
are able to item ze deductions (i.e., Schedule A) rather than take the
standard deduction for taxable incone purposes.

For taxpayers with $25,000 (or less) of their AQ anount, the $500 proposed
deduction woul d not exceed the required 2% of AG threshold. Sone taxpayers
at higher AG levels (e.g., AG of $80,000) would have the 2% Ilimtation at
$1, 600, and the $500 proposed deduction would fall far short of the threshold.
Taxpayers with nore noderate AG |evels could possibly take advantage of this
proposal if they also have other m scell aneous deductions to conbine with this
pr oposed deducti on.
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